Trend definition and tests
Our main definition of a trend is a streak of at least two consecutive same-sign earnings surprises: e.g. +,+,+ is a positive trend
Similarly, a reversal is the end of a streak of at least two: e.g.
-, -, + is a positive reversal. 
-, -, + is a positive reversal.
Predictions for cross-section of stock returns 1 Rabin's Gambler's fallacy predicts that the stock return drift after streaks is larger than that after reversals. 
Summary of results
The stock return drift after streaks is strong and significant-a four-factor alpha of 0.838% per month while the drift after reversals is a negligible 0.044% per month.
This difference cannot be explained by the autocorrelation of earnings surprises, and survives a battery of controls and robustness tests.
We find similar results with a more general definition of trends that relies on consistency rather than on streaks.
We show that in the time-series, about 50% of PEAD is explained by a "trend factor". Each month t − 1, we sort stocks into streak or reversal portfolios based on past realized SURP signs. 
Streak signs strategy
Buy stocks with positive streaks and sell stocks with negative streaks, holding for six months. This simple approach ignores magnitude of surprises.
Streaks predict future returns but reversals do not. Consistent with gambler's fallacy but inconsistent with representativeness. 
Streaks controlling for SURP magnitude
Buy stocks with positive streaks and sell stocks with negative streaks within SURP quintiles, holding for six months.
SURP quintiles contain stocks sorted every month based on most recent SURP.
Streaks have drift in all quintiles except the middle one but reversals do not. Supports gambler's fallacy. We compare the consistency of the sign of the current SURP with sign of the majority of past SURPs as a more general definition of trends. Consistency classifies all stocks into either trends or reversals.
Note that the streak definition is a special case of consistency which requires prior imbalance to be 100% similar. We compare the consistency of the sign of the current SURP with sign of the majority of past SURPs as a more general definition of trends. Consistency classifies all stocks into either trends or reversals.
Note that the streak definition is a special case of consistency which requires prior imbalance to be 100% similar. 
Streak factor explaining time-series of PEAD returns
To explain PEAD (SURP Q5-Q1), we construct a streak factor based on a strategy that longs positive streaks and shorts negative streaks.
We also orthogonalize the streak factor against a control group SURP-sign strategy that longs all other stocks with positive SURPs and shorts negative SURPs.
Streak factor explains 70% of PEAD returns. The purged streak factor explains 54%. Does return predictability increase with streak length?
The counter-vailing hot hands effect in Rabin: For long streaks, investors may overreact and think that trend will continue. We do not find such evidence in the overall sample. However, in high uncertainty stocks (high earnings variability or forecast dispersion), we find that return predictability of long streaks is weaker. Abnormal return of streaks ≥10 is 0.69%(t = 1.58).
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